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KEY ECONOMIC INDICATORS: COLOMBIA Page 2 


All values in million of U.S. $ unless otherwise stated 


ITEM % Change % Change 


INCOME, PRODUCTION, EMPLOYMENT 1976 1977 1976/77 1975/76 


GNP at current prices 14,263E N.A -- 
GNP at constant prices 9,873E N.A. ae 
Per Capita GNP, current prices(dols) 586 N.A. -- 
Commodity Production (000's of units) -- 
Coffee (60 kilo bags) (Coffee Year) 8,500 8, 5U0E -- 
Crude Oil (barrels) 53,376 4,401lJan 367 
Cement (metric tons) 3 6L2 N.A. -- 
Steel (metric tons) 252 22Jan ‘2.5 


Indices (1970 = 100) 
Production 424.1Nov 
Employment 123.0Nov 
Avg. Labor Productivity 344 .8Nov 
Avg. Real Industrial Wage 81.6 
Avg. Unemployment Rate 10% 


MONEY & PRICES (Mil.Pesos) 


Money Supply 79,530 81,160March 2.1% 
Public Debt Outstanding(Mil.dols.) 3,079Sept N.A. -- 
External Debt(inc Govt Guarant'd) 2,581Sept N.A. oo 
Interest Rate, Central Bank 16% 16% -- 
Interest Rate, Commercial Bank 18-28% 18-28% -- 
Six Mos. Tax Deferral Bond (PAS) 
(Avg. Bid) 33.7 29.2 


Price Indices: (1970 = 100) 
Worker Consumer : 341.0Marchl0. 
Wholesale ‘ 398.9Jan 0. 
Average Dollar Exchange Rate ; 36.56March0. 


BALANCE OF PAYMENTS AND TRADE 


Gross Reserves 1,473March 25. il7.4 
Balance of Trade £25. 88.5 -- -- 
Exports, Registration 1,865. 409.0Feb 73. 21.4 
Coffee 996. 294.1Feb 120. 46.4 
Exports to U.S. SAl.. 135.6Fe 63. Bad 
Import Registrations 1,990. oo i é a2.5 
Imports from U.S. 747. 137: L332 
U.S. Share 37's 36. -- 
Other Main Suppliers: 
West Germany 183. 24. 
Japan 132. Skis 
United Kingdom 68. 9. 
Italy 87. 6. 
Ecuador 91. 3. 
Venezuela 68. 22. 


9 49.1 
6 40.2 
2 8.1 
3 149.6 
1 259.0 
0 164.1 


FM OWw oO HAoOnrono 


WOWONND LU! AnNyuw 


Main Imports from U.S. in 1976: Wheat US$22.9; chlorides & phosphates 
US$12.8; polyethylene US$4.4; iron & steel tubes & pipes US$10.7; automo- 
tive spare parts US$12.8; aircraft US$13.8 

E = Estimate 

P + Preliminary 
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SUMMARY 


The external sector led the Colombian economy to recovery 
in 1976 over the recession in 1975, but the price was a 
rekindling of inflation. Restrictive monetary, fiscal 
and exchange rate policies have not been able to hold 
inflation rates to the initial success achieved in 1975. 
The fight against inflation has meant lagging government 
investment and increased concern with short term measures 
which have diverted the government from some of its 
development plans. A new Finance Minister has brought a 
different focus to managing the economy, but even higher 
coffee prices in 1977 than in 1976 mean the economy will 
remain difficult to manage. In spite of the problems 
caused by the excess liquidity and demand, the GDP 

growth rate in 1977 should exceed 7% and the market 

for U.S. goods will be highly attractive. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Output and Growth. Colombia's real GDP increased by 6 to 

7% in 1976, up from 4.5% in 1975. While national income 
accounts are not yet available, it appears that the growth 
was well balanced with the exception that agricultural out- 
put increased by only 2% because of a drought and because 

of adverse reactions to prices. Real industrial production 
increased by an estimated 12% in 1976 and construction and 
commerce both increased by an estimated 7%. There are no 
current figures on capital investment, but imports of capital 
goods increased by 31% in 1976 and capital goods imports 

for industry grew by 37%. Imports of agricultural equip- 
ment, however, declined. In spite of very strong demand 
real GDP in 1977 should grow by only 7 to 8% because the 
agricultural sector (except coffee) is not expected to 

enjoy rapid growth and small industry has been adversely 
affected by electricity rationing brought about by prolonged 
drought. 


Inflation and Stabilization. Progress achieved during 1975 
in the administration's priority target of price stability 
was reversed during 1976 as export earnings drove inflation 
back up to a 26% annual rate. The annual rate of change in 
the consumer price index for workers had fallen from 27% in 
1974 to 18% in 1975. A sweeping tax reform, which increased 
1975 revenues by over 45%, and a rundown of international 
reserves were the restrictive tools which, combined with 
the economic recession, caused the sharp drop in the 
inflation rate. About the time the Lopez Administration 
was becoming expansionist, however, the frost in Brazil 
sent coffee prices sailing upwards. Since then coffee 
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earnings have been more than the government's monetary 
and fiscal tools could manage. Government investment 

was restricted, producing a cash surplus of over four 
billion pesos, and Central Bank credit was reduced by 

10%. In addition, the administration expanded open 
market operations, practically shut off foreign bor- 
rowing, established a 43.5% reserve requirement, stopped 
devaluation, froze rents, promised price controls and 

a war on contraband, liberalized imports and, finally, 

in early 1977 imposed a 100% marginal reserve require- 
ment. In spite of this strong medicine, coffee and 
service earnings swelled reserves in 1976 by over $600 
million leading to a money supply increase of 35%, almost 
half of which occurred in the last month and a half of the year. 
The year-end monetary expansion, combined with the severe 
drought in late 1976 and early 1977, caused prices to 
increase in the first three months of 1977 by 10.7%, a 
seasonally adjusted 27% annual rate. With world coffee 
prices over $3.00 a lb. and increasing, Colombian coffee 
earnings will again increase substantially in 1977 which, 
unless import payments can be made to grow by over 50%, 
will lead to a dangerous increase in reserves. So far 

in 1977 money supply growth has been held to zero, but 
the 100% marginal reserve requirement is channeling 

funds from demand deposits (money) to savings deposits 
(quasi money), with the result that the economy remains 
highly liquid through the increased velocity of circulation 
of money. The official target of an 18% annual inflation 
rate cannot be met and a rate of at least 30% is probable. 


Economic Development Plan. The Colombian Government 
development plan of 1975 sets forth the philosophical 
approach and priorities and outlines some specific pro- 
grams for the Lopez Administration. The strategy artic- 
ulated in the plan, called "Para Cerrar la Brecha" (To 
Close the Gap), takes the position that market forces 
unencumbered by past high levels of government inter- 
vention, will spur growth, while programs to raise the 
productivity and income of the poor are the best means 

to achieve income distribution. Central to the macro- 
economic policy enunciated in the plan are: financial 
reform, tax reform, import liberalization and export 
stimulation. The poor, on the other hand,particularly 
the rural poor, are to be helped through programs to 
bring improved public health through water and sewerage 
services, expanded rural education, and programs to 
develop, deliver and finance small farmer technology. So 
far, the only success is the tax reform, which increased 
direct tax revenues in 1975, its first year, by 60% while 
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reducing taxes for most taxpayers. The financial reform 
was also making progress but excess liquidity and inflation 
have hindered further reforms and simplification of the 
complicated Colombian financial sector. Some progress 

has been made in liberalizing imports, with the free 
import list expanded to cover 55% instead of the previous 
45% of total imports, and some import duties have been 
reduced. The programs to directly help the poor, however, 
have been adversely affected by reduced government invest- 
ment and bureaucratic inertia. Moreover, the new Minister 
of Finance appears to be more inclined to intervene 
directly in the economy than his predecessor so that the 
general move toward a more market-determined economy seems 
to have become a less important official goal. 


The External Sector. The Colombian external sector has 
dominated the economy and economic policy throughout the 
last year and a half. While government policies have kept 
within the general game plan of managing the current account 
and external debt inversely to one another, foreign ex- 
change earnings have overwhelmed the tools available for 
managing them. Only about $67 million of net foreign 

debt was retired in 1976 so that most of the $682 million 
surplus on goods and services entered reserves. Coffee 
was not the whole reason for this growth, as service 
earnings nearly doubled to $773 million. Most of this 
growth occurred in "diverse services" and "tourism", 

which are the accounts where earnings from contraband 
exports and short term capital imports show up. The 
growth of this account represents a large surplus of 
dollars on the black market. 


The strong external sector has presented the government 
with its most difficult economic policy problem - what to 
do about the price of the peso.* The problem is serious, 
for there is no easy or cost~free way to manage the 
exchange rate. With a super abundance of dollar earnings 
the peso is undervalued, but with a 26-30% annual rate 

of inflation, Colombian non-coffee exports will soon 

find the peso overvalued. In 1976 devaluation was only 
10.2%, but the export subsidy was increased. So far in 
1977, however, the peso has been practically frozen at 
its year-end rate. If the government continues to hold 
the peso at its present rate until coffee prices fall, 
Colombian non-coffee exports will be priced out of world 
markets, so that falling coffee prices, combined with 
high and growing levels of petroleum imports, will mean 
that Colombia will once again be faced with a short term, 
structural balance of payments problem. 


* On April 21 the GOC established a modified two-tier exchange rate, 
the true effect of which cannot be determined yet. 
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Coffee. High coffee prices, which at $1.50 a lb. were a 
mixed blessing, at $3.20 a lb. are decidely unfavorable 

for the Colombian economy. Production estimated for the 
coffee year 1976-77 is nine million bags (60 kilos) of 
which 7.7 million will be exported, earning over $2 billion 
in foreign exchange. Coffee prices are expected to remain 
over $3.00 throughout 1977 and may even approach $4.00. 


Petroleum. The major petroleum companies are responding 
to the pricing policy established in May 1976, which set 
the price for new petroleum discoveries at world prices 
CIF Cartagena. Occidental Petroleum Co. was the first 
petroleum major to enter the country when it signed an 
association contract with Ecopetrol in early 1977, but 
others are studying the market and may enter later this 
year. In 1977, private petroleum companies already in 
the country will step up their exploration from seven 
wells in 1976 to 27 in 1977. Since the historical 
experience is one producible well per 21 wildcats, it 

is probable that an economically producible well will 

be found this year. Ecopetrol is also stepping up its 
activities and will drill 12 exploration wells and 32 
development wells. The private companies will drill 45 
development wells in comparison with 14 in 1976. The 
petroleum outlook in Colombia, therefore, in spite of 
soaring petroleum imports ($123 million in 1976, $240 
million in 1977),is brighter than it has been for a number 
of years. 


IMPLICATIONS FOR THE UNITED STATES 


Economic relations between the United States and Colombia 
are close and cordial. Discussions in Bogotdé in early 

1976 between U.S. Secretary of State Kissinger and 
Colombian President Alfonso Lopez were characterized by 

the absence of major issues, although Colombia is 

concerned by U.S. protection of industries such as textiles. 


Investment. 


The major recent development affecting foreign investors 
in Colombia was the passage of the bank Colombianization 
bill, by which new foreign investment in the financial 

and insurance sectors was prohibited and existing branches 
were required to sell down to a 49% equity position over 
three years. The conversion to Colombian companies and 
the initial sale of shares was accomplished smoothly. No 
other Colombianization moves are expected in the near 
term. The liberalized Andean investment code was adopte@ 
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this year, raising the allowable remittance on profits 
from 14% to 20%, with even higher levels permitted if 
necessary. While Colombia does not actively seek foreign 
investment in most sectors of its economy, potential 
investors will find a hospitable investment climate, 
especially in export industries that can be established 
outside of the major cities. A major investment in coal, 
which has been long pending, finally got off the ground 
last year when Exxon began the preliminary studies for 
development of the Guajira coal reserves. Hanna Mining's 
Cerro Matoso Nickel Project, however, still awaits final 
arrangements for financing. Gas discoveries in the 
Guajira that are being developed by Texaco will lead to 
significant investment, including at least one ammonia 
plant and possibly a major investment in an LNG plant. 


Trade. While total export registrations increased by 15% 
last year, non-traditional exports actually declined. 
The decline in non-coffee exports was largely due to 
world commodity price movements and the drought which 
affected export volumes as well as value of rice and 
sugar. Excluding sugar and rice, minor exports expanded 
by 15% in 1976. 


Total import registrations in 1976 increased by 32%, but 
imports from the U.S. increased by only 12%, so that the 
U.S. share of the market fell from 44% to 37.9%. However, 
excluding imports of petroleum and petroleum products, 
which are growing rapidly, the U.S. share of the market 
was 40%. The decrease from 1975 to 1976 does not reflect 
a loss of competitiveness on the part of U.S. goods. On 
the contrary, U.S. products exhibited at the Bogota Inter- 
national Fair in July 1976 found a very receptive market 
and U.S. exports to Colombia should continue a healthy 
growth pattern over the near and long term. Recent 
import liberalizations have been largely in products in 
which the U.S. is a strong competitor. During 1977, 
Colombian imports should enjoy another year of over 30% 
growth. With major investments being made in hydro- 
electricity, petrochemicals, coal, and petroleum explor- 
ation, markets related to these areas will be particularly 
attractive over the next several years. Other markets of 
interest include agricultural commodities, agricultural 
and textile machinery, and equipment for the telecommuni- 
cations, health care and printing and graphic arts in- 
dustries. 
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The Colombian Government requires that foreign companies 

be represented by a local agent in order to-bid on public 
projects. As bids normally must be presented within 30 

to 60 days from the opening of the tender, or even shorter 
periods for agricultural commodity tenders, appointment of 
an agent during the preliminary phases of the project is 
essential. The U.S. Embassy and U.S. Consulates in Cali, 
Medellin and Barranquilla have an active program in support 
of U.S. companies desiring to export to Colombia. 


Available by subscription from the Superintendent of Documents, GPO, Washin 


at ' ton, D.C. i i 
additional. Single copies, 50 cents, available from Publications Sales Branch ’ oe cn. om en oe ae 


Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





